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Dear Mrs A Groenewald 

Report of the Auditor-General on the financial statements and other legal and 

regulatory requirements of Laingsburg Municipality for the year ended 30 June 

2011 

1. The above-mentioned report of the Auditor-General is submitted herewith in 
terms of section 21(1) of the Public Audit Act of South Africa read in conjunction 
with section 1 88 of the Constitution of the Republic of South Africa and section 
121(3) of the Municipal Finance Management Act of South African (MFMA). 

2. We have not yet received the other information that will be included in the annual 
report with the audited financial statements and have thus not been able to 
establish whether there are any inconsistencies between this information and the 
audited financial statements and the reported performance against pre- 
determined objectives. You are requested to supply this information as soon as 
possible. Once this information is received it will be read and should any 
inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be 
made we will amend and reissue the audit report. 

3. In terms of section 121(3) of the MFMA you are required to include the audit 
report in the municipality’s annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA the 
audit report is not a public document and should therefore be treated as 
confidential. 

5. Prior to printing or copying the annual report which will include the audit report 
you are required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior 
manager of the Auditor-General of South Africa for verification of the audit- 
related references in the audit report and for confirmation that the financial 
statements and other information are those documents that have been read 
and audited. Special care should be taken with the page references in your 
report, since an incorrect reference could have audit implications. 
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• The signature Auditor^General in the handwriting of the auditor authorised to 
sign the audit report at the end of the hard copy of the audit report should be 
scanned in when preparing to print the report. This signature, as well as the 
place and date of signing and the Auditor-General of South Africa’s logo, 
should appear at the end of the report, as in the hard copy that is provided to 
you. The official logo will be made available to you in electronic format. 

6. Over and above the normal distribution of your annual report, five (5) copies must 
be submitted to the Auditor-General for attention Mr Gavin van der Hoven: 
Stakeholder Liaison Manager. 

Postal address: The Auditor-General of South Africa 

Private Bag X1 

CHEMPET 

7442 

Delivery address: The Auditor-General of South Africa 

Business Connexion Building 
East Block, 1®^ Floor 
Century Boulevard 
CENTURY CITY 

7. Please notify the undersigned Senior Manager well in advance of the date on 
which the annual report containing this audit report will be tabled. 

8. Your cooperation to ensure that all these requirements are met would be much 
appreciated. 

Kindly acknowledge receipt of this letter. 


Yeor^incerely 


4420 Von Bettensire Ndzamela 
Senior Manager: Western Cape 

Telephone; (021)528 4191 
Fax: (021) 528 4200 

E-mail: LjzoN@agsa.co.za 
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Report of the Auditor-General 

Laingsburg Municipality 
For the year ended 30 June 2011 



REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 
PARLIAMENT AND THE COUNCIL ON LAINGSBURG MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Laingsburg Municipality, which 
comprise the statement of financial position as at 30 June 2011, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages 3 to78. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practices (SA Standards of GRAP) and the requirements of the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010) 
(DoRA), and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility Is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 Issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit Involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers Internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 



Basis for qualified opinion 

Material loss 

7 . Although the municipality did disclose the fact that material distribution losses for water had 
occurred, as required by section 125(2)(d) of the MFMA, they were unable to quantify such 
losses. The municipalit/s records did not permit the application of alternative audit 
procedures regarding the water losses. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the completeness of water losses. 

Inventory 

8. Items of inventory kept in the four municipality stores were not accounted for in the Inventory 
balance disclosed in note 2 to the financial statement. The municipality’s records did not 
permit the application of alternative audit procedures regarding the inventory. The value of 
these items of inventory could not be determined at the date of the statement of financial 
position. Consequently, the Inventory is understated In the financial statements by an 
undetermined amount. 

Corresponding figures 

9. The corresponding figures for 30 June 2010 pertaining to investment property and intangible 
assets were restated to the amount of R451 178 and R73 643, respectively, for which no 
supporting documentation could be provided. The municipality’s records did not permit the 
application of alternative audit procedures regarding the investment property and intangible 
assets. Consequently, I was unable to obtained sufficient appropriate audit evidence to 
satisfy myself as to the valuation of investment property and Intangible assets. 

Provisions 

10. Provision has been made for the environmental rehabilitation costs of restoring the 
municipality’s landfill sites. The cost of the provision was incorrectly debited against the 
accumulated surplus to the amount of R2 063 359 Instead of property, plant and equipment. 
Consequently, the property, plant and equipment and accumulated surplus are understated 
by R2 063 359. 

Opinion 

11. In my opinion, except for the possible effects of the matters described in the Basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material respects, 
the financial position of the Laingsburg Municipality as at 30 June 2011 and its financial 
performance and cash flows for the year then ended, in accordance with the SA Standards 
of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

12. I draw attention to the matters below. My opinion is not modified in respect of this matter: 



Restatement of corresponding figures 

13. As disclosed in note 55 to the financial statements, the corresponding figures for 

30 June 2010 have been restated as a result of errors discovered during the 2010-1 1 
financial year In the financial statements of the Laingsburg Municipality at, and for the year 
ended, 30 June 2010. 

Material losses 

14. As disclosed In note 20 to the financial statements, electricity losses of 38% were Incurred 
during the year. 

Material underspending of the budget 

15. With reference to the statement of comparison of budget and actual amounts the Laingsburg 
Municipality has materially underspent Its capital budget by R4 121 507 (34,05% of budget). 
This relates mainly to various capital projects which were rolled over to the next financial 
year as funding was received late which led to projects not being executed at year end. 


Additional matters 

16. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Material Inconsistencies in other information included in the annual report 

17. No rnaterial inconsistencies between the draft annual report and financial statements were 
identified. The final printer’s proof of the annual report will be reviewed and any material 
inconsistencies then Identified will be communicated to management. Should the 
inconsistencies not be corrected, it may result in the matter being included in the audit 
report. 

Unaudited supplementary schedules 

18. The supplementary information set out on pages 79 to 88 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

19. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 include below my findings on the 
annua! performance report as set out on pagesP to B and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

20. There are no material findings on the annual performance report. 



Compliance with laws and regulations 


Risk assessment 

21 . A risk assessment was not conducted and a risk management strategy, which includes a 
fraud prevention plan, was not documented and used as set out in section 62(c)(i) of the 
MFMA. 

Financial statement and annual report 

22. The financial statements submitted for auditing were not prepared In all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected by management, which resulted in 
the financial statements receiving a qualified audit opinion. 

Audit committee 

23. The audit committee did not function as required by section 166 of the MFMA In that the 
audit committee did not advise the council of the municipality on matters relating to internal 
financial control, internal audits, risk management, accounting policies, performance 
management, effective governance, compliance with applicable legislation and 
performance evaluation. 

Internal audit 

24. The internal audit unit did not function as required by section 165(2) of the MFMA, In that 
internal audit did not report to the audit committee on matters relating to internal audit, 
internal controls, accounting procedures and practices, risk and risk management and loss 
control during the first nine months of the financial year. 

25. Internal audit did not report to the audit committee on matters relating to compliance with the 
MFMA, the DoRA and other applicable legislation as required by section 165(2)(b) of the 
Municipal Finance Management Act. 

26. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by Municipal Planning and 
Performance Management Regulation 14. 

27. The internal audit processes and procedures did not include assessments of the extent to 
which the municipality’s performance measurements were reliable in measuring the 
performance of the municipality on key as well as general performance indicators as 
required by regulation 14(1)(b)(iii) of the Municipal Planning and Performance Management 
Regulations. 



Expenditure management 

28. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of expenditure control, including procedures for the 
approval, authorisation, withdrawal and payment of funds, as required by section 65(2)(a) of 
the MFMA. 

29. The accounting officer did not take reasonable steps to prevent irregular expenditure, In as 
much as It was under control of the municipality, as required by section 62(1 )(d) of the 
MFMA. 


Revenue management 

30. A credit control and debt collection policy was not implemented as required by section 96(b) 
of the Municipal Systems Act, 2000 (Act No. 32 of 2000). 

Procurement and contract management 

31. The municipality did not implement a supply chain management (SCM) policy as required by 
section 111 of the MFMA. 

32. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of SCM regulation 17(a) and (c). 

33. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulation 19(a) and 36(1). 

INTERNAL CONTROL 

34. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, 1 considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that gave rise 
to the basis of qualified opinion paragraphs, and the findings on non compliance with laws 
and regulations. 


Leadership 

Oversight responsibility 

35. Action plans were developed in order to address prior year audit findings but was not 
effectively implemented. The internal control deficiencies for the prior audit findings were, 
therefore, not properly identified and mitigated by the institution of appropriate internal 
controls to prevent similar material findings from occurring again. 

36. The accounting officer did not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control as is evident from the findings 
relating to financial management and compliance Issues reported above. 

37. The municipality did not establish a supply chain management unit that would give full effect 
to the supply chain management policy. Consequently, a number of non-compliance with 
supply chain management regulations was identified. 



38. Actions were not taken to address risks relating to the achievement of complete and 
accurate financial reporting, resulting in qualified opinion. 


Financial and performance management 

39. The municipality relies on consultants to prepare their financial statements, as the 
municipality has limited personnel with a fuil understanding of the financial reporting 
framework requirements. 

40. Material transactions and journals have not been adequately reviewed for completeness and 
accuracy as evidenced by the material misstatements identified during the audit. 

41 . Management has not implemented controls over monthly reconciliations to ensure accurate 
and complete financial reports in respect of fixed assets and inventory. 

42. Manual or automated controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completely and accurately processed. 

43. Proper record keeping in a timely manner to ensure that complete, relevant and accurate 
information is accessible and available to support financial and performance reporting was 
not implemented. Management did not adequately monitor the timeliness for submission of 
requested supporting documentation for audit purposes. 

Governance 

44. Although there was an internal audit unit it did not operate effectively during the year as it 
did not execute its risk based audit plan approved by the audit committee. 

45. Furthermore, the accounting officer did not ensure that there was an adequately resourced 
Internal audit unit in order to identify internal control deficiencies and recommend corrective 
action effectively. This was evident as the internal audit unit only has one staff member. 

46. The audit committee did not fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice as the implementation of internal and external audit 
recommendations was not monitored and the financial statements and performance reports 
were not reviewed prior to submission for audit. 


Cape Town 
30 November 201 1 



AUDITOR'GENERAL 
SOUTH AFRICA 
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